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Federal Financing
During recent years the complexity of the Federal

Government's finances has become mind-numbing. The
typical citizen of the Nation probably thinks he has a
fairly clear understanding of the terms "deficit,"
"surplus," and the "national debt." However, the
proliferation of "off budget" agencies and the increased
importance of various accruals in the Government's
accounts make the economic significance of developments
in Federal finance difficult to ascertain. (The recent
"shortfalls" of Government expenditures from budgeted
levels suggest that even Government officials with
responsibility for Treasury financing may be unable to
ascertain precisely what is going on.) In this article we
describe some aspects of the Federal financing situation
and their immediate implications.

The National Debt

At some time in the Nation's history, perhaps there
was a simple and useful measure of the debts of the
Federal Government. The "public debt" of the United
States is subject to a statutory limit initially established
under the Second Liberty Bond Act of 1917. At the end
of 1976, outstanding "public debt" securities totaled
$654 billion. (The statutory debt limit then was $682
billion; however, since this limit has been increased in
more than fifty instances, the limit appears to be such
only in name.) Although the amount of "public debt"
receives much publicity, two seldom-mentioned aspects of
Federal financing must be considered when one analyzes
the impact of Federal financing on the financial markets.

First, Government trust funds and budget agencies hold
a substantial portion ($147 billion at the end of 1976) of
the "public debt" securities outstanding. Of course, the
balances of such funds usually are earmarked for specific
purposes; nevertheless, until monies must be disbursed,
the balances of these funds can be used to reduce the
amounts actually borrowed by the Federal Government.
Second, many types of Federal securities are excluded
from the category of "public debt." In general, excluded
securities are issued by various Government agencies for
raising funds to be re-lent to other borrowers or to be
used to purchase assets. Much confusion arises because
the activities of some Federally owned agencies are
included in budget outlays and some are excluded.
Moreover, the borrowings of sponsored agencies, such as
the Federal Land banks, whose equity is nominally owned
by private subscribers, are not usually included as Federal
borrowings. That these classifications change from time to
time adds further confusion.

The securities of Government-sponsored agencies,
whose standing is based on the faith and credit of the
Federal Government, warrant some comment. Inasmuch
as such agencies re-lend the funds they borrow, they act
as financial intermediaries for specially privileged groups.

Presumably these Federal agencies have improved the
availability or terms of credit to special borrowers. For
example, the Federal National Mortgage Association
(Fannie Mae), the Federal Land banks and the Export-
Import Bank have aided, respectively, home builders and
owners, farmers, and exporters. Evidently, Congress
deemed these groups worthy of special privilege. Many
such borrowers would have obtained loans from other
intermediaries or directly from savers if these sponsored
agencies did not exist.

Whether or not this intervention by Government (the
substitution of its credit standing for that of some private
borrowers) is useful is not the focus of this report. The
relevant aspect here is the role of agency securities in
Federal finances, particularly with respect to the
Government operations in the money and capital markets.
The accompanying table shows the net issues (new issues
less maturities and redemptions) of "public debt"
securities, Federal agency securities and sponsored agency
securities during 1976 and the amounts outstanding at the
end of 1976. Because there is virtually no difference
between Treasury and agency securities from the point of
view of public purchasers, we also have shown their total,
the holdings of them in Federal Government accounts,
and the amounts of them held by various categories of
purchasers.

The table shows that issues of "public debt" securities
other than those held by Government accounts increased
$69 billion during 1976 to $506 billion, and the total of
Federal securities not held by Federal entities increased
by $81 billion during 1976 to $629 billion at year end.

FEDERAL DEBT SECURITIES
(Billions of dollars)

"Public debt" securities
Less: Held by gov't. acc'ts.

Federal agency securities
Less: Held by gov't. acc'ts.

Sponsored agency securities
Less: Treas. and agency holdings*

Total

Held by

Federal Reserve banks
Commercial banks
Private nonbank financial corps.
Nonfinancial corp. business
State & local gov'ts.
Households
Foreign

Increase
during 1976

$76.8
7.8

$69.0
$ 1.3

0

$ 1.3
$16.4

5.6
$10.8
$81.1

$10.0
17.2
21.4
9.4

15.3
-2.3
10.1

Bal.at
end 1976

$653.5
147.1

$506.4
$ 12.0

2,0

$ 10.0
$126.4

14.0
$112.4
$628.8

$104.1
137.1
94.8
26.9
68.2

121.1
76.6

*Includes sponsored agency holdings of Treasury securities.
Source: Board of Governors of the Federal Reserve System.
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The Budget Deficit and Debt

The Budget of the United States is a document
submitted by the President to Congress. As we often have
described in Research Reports (most recently in the
February 7, 1977 issue), the estimates contained in that
document may have little resemblance to the actual
course of Federal finance. In the day-to-day operations of
the Federal Government, actual receipts and outlays of
the type described in the Budget are called budget outlays
and receipts. During calendar year 1976, such actual
outlays exceeded receipts by $56 billion. (This amount
may differ from the more widely published estimates for
fiscal years or on the "National Income Accounts" basis.)
As noted above, the net issue of "public debt" securities
during 1976 was $69 billion, which is $13 billion more
than the budget deficit was then. The excess $13 billion
borrowed was used to increase cash balances of the
Federal Government by $4 billion, to increase the U.S.
position in the IMF (balance of drawing rights with the
International Monetary Fund) by $2 billion, and for loans
to various borrowers totaling $7 billion. The loans in
billions of dollars were made to the following categories:

Farms
Businesses
State & local gov'ts.
Foreigners
Mortgages

$1.0
2.0
2.0
4.0

-2.0
$7.0

During 1976 sponsored agencies increased their lending
to the housing industry by about $13 billion and to
agriculture by about $5 billion.

Presumably some portion of the lending shown in the
amounts above was to borrowers of low credit standing.
Any losses on such loans ultimately will be borne by the
U.S. Treasury, at which time they would be included in
budget outlays. Meanwhile, the expansion or contraction
of various Federal or Federally sponsored lending
programs reflects uses or sources of funds that must be
added to the Federal budget deficit or surplus in assessing
the effects on the credit markets of Federal activities.

Implications for Inflating

The purchasers of the $81 billion net issues of
Federally related securities during 1976 by various
types of investors also are shown in the table on the
preceding page. Inasmuch as the Federal Reserve banks
(Fed) have virtually no savings-type liabilities, their
$10-billion increase in the holdings of Treasury and
agency securities clearly involved inflating. The Federal
Reserve banks acquire such securities simply by making
bookkeeping additions to the accounts of the seller,
and most of the interest earned by the Fed on its
Federal securities is returned to the U.S. Treasury.
Therefore, the Fed's purchasing of Federal securities is
equivalent to printing currency, except that it is
cheaper and quicker.

Because commercial banks can also create purchasing
media by bookkeeping entries, inflating might also have
occurred from the commercial banks' purchases of $17.2
billion of Federal securities. However, such securities are
only one kind of investment-type asset held by
commercial banks, and preliminary data suggest that the
commercial banks' creation of inflationary purchasing
media during 1976 for purchasing investment-type assets
amounted to only about $3 billion. Thus, most of the
purchases of Federal securities by the commercial banks
probably did not involve inflating.
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The other purchasers of Federal securities during 1976
must have made their purchases with saved purchasing
media, inasmuch as they can not create purchasing media.
Therefore, their purchases did not involve inflating. That
interest rates on short-term Treasury obligations decreased
during 1976 to levels comparable to or less than those
offered on time deposits presumably accounts for the
reduction of Federal securities holdings by the household
sector and at least in part for the relatively large increase
in holdings by banks and thrift institutions (private
nonbank financial corporations in the table).

That about five-sixths of the unprecedentedly large net
issue of Federal securities during 1976 was financed with
saved purchasing media is a tribute to the U.S. money
and capital markets and, perhaps, to the continued
gullibility of American savers. Although the apparent
monetization of "only" $13 billion out of $81 billion is
small in comparison with what might have occurred then
and has occurred during other recent years, that amount
nevertheless was another addition to the total of
inflationary purchasing media previously created and still
in circulation. Until such purchasing media are withdrawn,
or cancelled, generally rising prices may be expected to
continue to rob the purchasing power from the savings of
everyone who owns assets denominated in U.S. paper
dollars.

Forecasts Are Not Useful

Many analysts attempt to forecast the future course of
financial activities, usually in connection with forecasts
for the money and capital markets and interest rates.
Some readers may be disappointed that no such forecast
appears here. We have not found any useful basis for
forecasting the future trends of borrowing by the Federal
Government (or any other sector), of the supply of
loanable funds, or of interest rates.

We believe that such forecasts are largely guesswork
and wishful thinking. As such they may be a hindrance to
sound decision making, particularly during the current
period of instability caused by the huge accumulation of
inflationary purchasing media during the past 4 decades.
For example, if an inflationary boom were to commence,
the Federal deficit could decrease quite markedly, as
progressive tax-rate schedules would increase tax receipts
more than the rate of general price increases. However,
under such circumstances, reduced monetization of
Federal securities could be more than offset by
monetization of consumer credit, speculative inventory
credit, or other private credit.

Alternatively, a large banking or business failure could
foster greater caution among bankers, businessmen, and
consumers, which might be reflected in deflating during a
period of general business contraction and of large
Government deficits.

We cite these possibilities only to illustrate the futility of
forecasting in the current environment. Forecasts may seem
impressive, until one recalls their poor record of accuracy
and understands that there is no scientific basis for them.

STATISTICAL INDICATORS

No new data were received for any of the primary
leading indicators, 67 percent of which are appraised as
expanding cyclically.

Among the primary roughly coincident indicators,
January data for personal income in constant dollars
arising in manufacturing industries was revised downward
to reflect a decrease then rather than the increase
originally reported. However, new data for February



reveal that this series increased during that month to a
recent high and continued to expand cyclically. Both the
number of employees on nonagricultural payrolls and the
nonagricultural employment ratio increased during March,
extending the cyclical expansions of those series through
that month. All six of the primary roughly coincident
series are expanding cyclically.

Among the primary laggers, the inverted average
duration of unemployment increased for the third
consecutive month during March and continued to expand
cyclically. One-hundred percent of the primary laggers are
appraised as expanding cyclically.

That eight of the twelve primary leading indicators
appear to be expanding cyclically warrants the conclusion
that general business activity probably will continue to
expand during the next few months.

BUSINESS
STEEL PRODUCTION, USES, AND PRICES

During 1976 domestic steel manufacturers produced
128.2 million tons of "raw" steel (ingots, castings, and
other first-stage forms of steel). This amount was nearly
10 percent more than that during 1975 but 15 percent
less than the record amount produced during 1973.
During the first quarter of 1977, these manufacturers
produced an estimated 27.1 million tons of raw steel,
which was about 13 percent less than that during the first
quarter of 1976 and the smallest amount produced during
me first quarter of any year since 1963. It also was about
8 percent less than such production during the fourth
quarter of 1976. Part of the first-quarter decrease in steel
production probably was attributable to temporary plant
closings necessitated by natural gas shortages and adverse
weather. However, that steel production during March
(when there were no unusual problems) was only about
equal to the December volume of such production
suggests that underlying conditions were not robust.

Domestic steel manufacturers shipped 89.4 million tons
of steel during 1976. Although that amount was about 12
percent more than the amount shipped during 1975, it

was considerably less than the 95 million tons of
shipments analysts had forecast as late as September.
Orders from capital-goods producers were not as large
during the fourth quarter as apparently had been
expected. That steel manufacturers produced 128 million
tons during 1976 but shipped less than 90 million tons
indicates that they continued to add to their own
inventories. The volume of such inventories was unusually
small at the end of 1973, but manufacturers added to
them during 1974, 1975, and 1976.

At the beginning of the year, David Adams IV,
financial vice president of Bethlehem Steel Corporation,
forecast that the steel manufacturers would ship between
95 million tons and 100 million tons during 1977.
However, in March the Chairman of Bethlehem Steel,
Lewis W. Foy, estimated that 1977 shipments will
approximate the smaller of those volumes. Currently, the
most questionable market factor affecting steel shipments
during the year is the volume of capital-goods production.
Such goods require large amounts of steel, and increases
in plant and equipment expenditures in constant dollars
have been small thus far during the cyclical expansion.
However, large increases in contracts and orders for plant
and equipment during recent months suggest that the
output of such goods will increase more rapidly, which
has favorable implications for steel production.

As reported by the Bureau of Labor Statistics, the
index of iron and steel prices increased at a compound
annual rate of 11 percent during the 3 months ended in
February, to a record 393.4 (1947-49=100). The
accompanying chart shows that this index increased
rapidly during 1973, skyrocketed during the first half of
1974, fluctuated within a narrow range during the latter
part of 1974 and most of 1975, and increased markedly
from September 1975 through February 1977. Most
major steel producers recently increased again the prices
of various forms of steel. Wage increases amounting to
$.40 per hour by August 1977 included in the new labor
contract recently agreed to by representatives of the
United Steelworkers and the steel industry probably will
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result in further price increases. According to U.S. Steel
Corporation's chief negotiator, J. Bruce Johnson, steel
manufacturers will be unable to recover all of the
increased costs through expected gains in productivity.

The composite price of No. 1 heavy melting steel scrap,
as reported in Iron Age, averaged $73.50 per long ton
during March. This average was 18 percent less than that
a year earlier but 15 percent more than that during
November 1976, when it was a recent low. The recent
increases in scrap prices suggest that the demand for steel
has been increasing, which also has favorable implications
for the future trend of "raw" steel production.

The "no strike" clause in both the old and new
contracts between the United Steelworkers and steel
manufacturers prohibits a nationwide strike by such
workers and specifies that any unresolved national
disputes are to be settled by arbitration. However, local
unions are not prohibited from striking over unresolved
local issues. Reportedly, there are between 2,000 and
3,000 such issues still unresolved. In view of this large
number of unresolved issues and the apparent "militancy"
of some local-union officials, some plant shutdowns
probably will occur. However, there is no way of
ascertaining the probability of widespread local strikes.

There are some signs that the downward trend of steel
production might have ended. Moreover, that contracts
and orders for plant and equipment in constant dollars
have been increasing rapidly suggests that steel production
might accelerate soon. However, if strikes at the local
level become widespread, temporary interruptions in the
expansion of steel production could occur.

BRIEFLY NOTED

Wild Hogs of Horse-Shoe Bend

I remember, as a small boy in knee britches, going with
my father to hear an address given by the Honorable
Stephen Pace, then Congressman from the old Georgia
12th District.

It was on the banks of the Ocmulgee River. There was
a barbecue, and citizens, especially farmers, from all the
counties around gathered — this was before the first World
War.

It seemed that someone in the Congress had introduced
a bill that would give citizens some money provided they
did something. The Congressman vigorously opposed it. I
have no idea what it was, because I was watching a "dirt
dobber" making a ball of mud at the time.

The Congressman snapped me back to attention,
however, when he said: "I am going to tell you a true
story about the wild hogs that once lived about forty
miles farther down the river.

"Years ago," the Congressman said, "in a great
horse-shoe bend down the river, there lived a drove of
wild hogs. Where they came from no one knew, but they
survived floods, fires, freezes, drouths and hunters.

"The greatest compliment a man could pay to a dog
was to say that he had fought the hogs in Horse-Shoe
Bend and returned alive. Occasionally a pig was killed
either by dogs or a gun — a conversation piece for years
to come.

"Finally a one-gallused man came by the country store
on the river road, and asked the whereabouts of these
wild hogs. He drove a one-horse wagon, had an axe, some
quilts, a lantern, some com and a single-barrel shot gun.
He was a slender, slow-moving, patient man — he chewed
his tobacco deliberately and spat very seldom.

"Several months later he came back to the same store
and asked for help to bring out the wild hogs. He stated

that he had them all in a pen over in the swamp.
"Bewildered farmers, dubious hunters and store-keepers

all gathered in the heart of Horse-Shoe Bend to view the
captive hogs.

" 'It was all very simple,' " said the one-gallused man.
" 'First I put out some corn. For three weeks they would
not eat it.

" 'Then some of the young ones grabbed an ear and
ran off in the thicket. Soon they were all eating it. Then
I commenced building a pen around the corn, a little
higher each day.

" 'When I noticed that they were all waiting for me to
bring the corn and had stopped grubbing for acorns and
roots, I built the trap door.

" 'Naturally,'" said the patient man, " 'they raised
quite a ruckus when they seen they was trapped, but I
can pen any animal on the face of the earth if I can jist
get him to depend on me for a free hand-out.' "

(From a talk entitled "Whose Bread I Eat, His Song I
Must Sing," by Dr. J. G. McDaniel, president of the
Fulton County, Ga., Medical Association, and distributed
by the Association of American Dentists. Reprinted from
the Farm Journal for September 1963.)

SUPPLY
INDUSTRIAL PRODUCTION

Production of steel, automobiles, and electric power (1)
in the 1- and 4-week periods ended on the indicated dates
in the current year and (2) in the corresponding periods
of earlier years was as follows:

Steel
Ingots (million tons)
1 week: April 9
4 weeks: April 9

Automobiles
Vehicles (thousands)
1 week: April 9
4 weeks: April 9

Electric Power
Kilowatt-hours (billions)
1 week: April 9
4 weeks: April 9

1972 1973 1974 1975 1976 1977

2.70 2.97 2.91 2.54
10.66 11.89 11.50 10.44

196
710

211
848

145
557

131
480

2.66 2.58
10.35 10.21

196 154p
735 775p

p Preliminary.

31.2 33.5 33.9 34.4 35.4 37.2
125.4 134.6 137.3 137.7 144.8 150.9

Percent change from 4 weeks a year earlier: +4.2

DEMAND
RETAIL SALES
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Estimates of retail sales during the most recent week
and 4 weeks compare with such sales during the
corresponding periods a year earlier as follows:

Period Percent change
Week ended April 9 + 9
Four weeks ended April 9 +]_]_

PRICES
COMMODITIES PRICES

1976 1977
Index Apr. 5 Mar. 28 Apr. 4

Spot-market, 22 commodities* 530 577 571
Commodity-futures 639 880 860
Steel-scrap $94.83 $73.83 $73.17

Apr. 12 Apr. 7 Apr. 11

Gold $127.20 $148.70 $152.05
*For the preceding Tuesday.
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